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On Oct. 4, Ecuador signed a final accord with the country's commercial creditors to reduce and
restructure payments on US$7.58 billion in debt owed to 400 foreign private banks. The government
hopes the accord will now encourage a surge in new assistance from the international lending
community. Last May, President Sixto Duran Ballen's administration negotiated a tentative accord
with Ecuador's 400 commercial creditors to reduce and restructure the commercial debt, which
at that time stood at US$7.58 billion. The May accord, however, was only endorsed by a steering
committee representing the commercial creditors, forcing the government to negotiate backing for
the agreement from each of the 400 individual banks.
In September, after nearly four months of tedious individual negotiations, the government
announced that about 96% of the country's creditors had accepted the terms of the May accord. That
in turn paved the way for the final signing ceremony on Oct. 4, which took place during the annual
assemblies of the International Monetary Fund (IMF) and the World Bank in Madrid. Under terms
of the accord, modeled on the "Brady Plan," the total principal owed by Ecuador will be reduced
by 45%, and repayment of the remaining 55% of principal will be restructured over 30 years. Of the
US$7.58 billion commercial debt, US$4.471 billion is principal and the rest is accumulated interest
in arrears. Thus, the principal amount owed will now drop to US$2.46 billion, which will in turn be
converted into 30-year bonds.
In addition, although there will be no reduction of the US$3.109 billion in interest, that portion of the
debt will also be converted to 20-year bonds, with a 10-year grace period before the first repayments
must be made. With the commercial accord signed, the government has now managed to completely
rebuild Ecuador's standing among foreign banks and lending institutions. In April, the Duran
Ballen administration signed an accord with the IMF that opened a new era in relations with the
multilateral lending organizations, and in July the government signed more accords with the Paris
Club of creditor governments that should reopen bilateral lines of credit.
"Ecuador has now completely regained its prestige among the international financial community,
which should reopen the doors to aid," said Finance Minister Modesto Correa, who represented
Ecuador at the signing ceremony in Madrid. Indeed, on Oct. 9, the vice president of the World Bank,
Shahi Javed Burki, arrived in Ecuador for a round of meetings with government officials to review
requests for new World Bank loans to Ecuador. The Bank is considering US$200 million in assistance
to finance eight projects, which include agricultural and environmental development programs,
and funds for anti-poverty initiatives. Also, the World Bank will provide funds to strengthen
structural economic reforms in Ecuador, especially the Duran Ballen administration's efforts to
"modernize" the public sector and roll back state intervention in the economy. Among other things,
the World Bank will provide aid to the National Council to Modernize the State (Consejo Nacional
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de Modernizacion del Estado, CONAM) to shore up the government's fledgling privatization
program.
"The new debt reduction accord and the negotiations to obtain more foreign aid are fundamental
elements in President Duran Ballen's efforts to stabilize the economy and carry out structural
reforms," said Modesto Correa. "An essential part of the program is the thorough restructuring of
the public sector, especially the privatization of inefficient state enterprises." Meanwhile, now that
Ecuador has concluded its negotiations with the foreign private banks, only two countries in Latin
America Peru and Panama must still renegotiate their commercial debt, since all the other debtor
nations have managed to renegotiate and restructure their debts under the Brady Plan.

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 2

